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Liberty Utilities (Granite State Electric) Corp. d/b/a Liberty Utilities

DE 18-057
Electric Assistance Program

StaffTechnical Session Data Requests - Set 2

Date Request Received: 1/1020 Date of Response: 1/24/20
Request No. Staff TS 2-3 Respondent: Heather Tebbetts

REQUEST:

Reference StaffiS 1-1, Attachment A. StaffTS 1-2 and StaffSet 1-4 (and Libey’s responses)

Please identify Liberty’s capitalization threshold i.e. the dollar figure at which Liberty will treat a
purchased asset or project as a capital project with related AFUDC and burdens. Is this threshold
the same for software? Why or why not? How long have the identified thresholds been in
place?

RESPONSE:

Please see the Company’s capitalization policy in Attachment StafflS 2-3 that provides capital
projects 51,000 or greater may be capitalized. The policy is for all capital projects, including
software. The Capitalization policy was approved on August 22, 2013. The Addendum (page 39
of 40) included in the policy pertaining to Granite State Electric and EnergyNorth Natural Gas
and effective beginning in 201 5 describes situations where an asset is purchased that benefits
both companies. That addendum was supplemented on March 2, 2017.
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to PURPOSE

The purpose for capitalizing’ expenditures as capital assets is to provkie for an equitabte allocation of
costs among existing and future customers, As assets are expected to provide future economic benefits,
expenditutes incurred for the acquisition, construction or development of assets should be capitaTIzed
and allocated over the estimated useful lives of the associated assets in the form of amortization I
depreciation. Accordingly, expenditures r&ating to the acquisition, construction or betterment of an asset,
shou!d be capita!ized as an asset, and al other expenditures should be expensed in the accounting
period incurred.

2.0 SCOPE

This document serves as a guideline in determining how company expenditures shou’d be charged.

3M DEFINITIONS

Expenchtures can either be c’assified as Operations & Maintenance tO&M) or Capital in nature.

# C&M charges are budgeted and actuals are recorded to respective accounts.
. Capital projects are budgeted and actuas are recorded in Construction Work in Progress

(CWI P)

When a capitat project s complete, it is closed to Plant In Sen/ice with details in accounts 390-399. CapItal
projects should be closed to these accounts when they are energized or considered used and useful.
This action will cease the calculation of AFDUC (Allowance for funds used during construct!on) charged
to the project.

Certain C’iteria are required in order for charges to be classifed as Capital. This document addresses
these requirements in more detail.

Alioancefor Funds Used During ConstructioniFiQI

The net cost for the period of construction of borrowed funds used for construction purposes.

pita1ized Costs

Expenditures incurred for study, desig n, procurement, construction, installation, start-up commissioning

and initial training costs (except softNare) to place the capital asset fl service. These costs Include

direct labor, materials, supplies, contract costs and overhead costs.

çapita .peciditurc

. Additions — A new asset has been created

. Betterment - A Substitution of an improved asset for tne one replaced

. Replacement — A substitution made with the similar asset
S Substantial Rebuild - Significantly increases the life or potential of the asset

—— - I ... ., —-.- - .
: - -— . -- -— -—
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Land

Land wt)I be capitalized at acquisition cost nc[uding assessments, commissions, legal and recording
fees draining, filling, other site preparation costs; jidgments tevied from damage suits; and demo’ition
cost of structures on land acquired by building sites. Land acquired by gift witi be capitalized at fair value
on date of donation.

Buildinas

Buildings and Structures

Bui!dngs will be capitalized and depreciated using the stright-hne method.

t Acquisition by construction:

nitiaf.capitalization incftides initial construction costs ofthe building structure, including all internal
piping, winng. and permarent fixtures assocated with the distribution of utilities within the
building. Cast should also inciude architcct fees.. inspection foes and permits, bid advertising,
and any interest expense, bond discount/(premium) amortization and insurance costs incurred
during the construction period (less investment income earned), t excludes costs of landscaping,
sidewalks, utility tunnels, or furnishings., which are to be capitalized in other fixed asset accounts.
Special purpose machinery and equipment installed in the building or structure at the time of
construction, which relates to the activty to be conducted in the building or structure, should be
capitahzed in an equipment asset account rather than the building account.

2. Acquisition by Purchase:

Buildings acquired by outright purchase will be capitalized at acquisition cost with proportionate
aflocation of the purchase price and associated closing costs allocated to land on the basis of
current appraised values. Additional costs incurred for the purpose of renovating or modifying
the building structure in order to place it in service will also be capitalized.

3, Building Additions and Modifications:

Building projects or portions of projects, which should be added to the capitaUzed value of an
existing building, would include the items listed below.

, Building additions including attached ramps truck docks. fire escapes, and other
appurtenances.

. Improvements requiring modifications of the structure in order to comply with current fire
health. asbestos and safety codes.

. Improvements undertaken to convert unusable floor space into usable floor space or
upgrarie the use of fluor space.

4. Major Renovation and Remodeflng:

Major renovahon and remodeling projects which involve updating a building interior for the
purpose of enhancing functionality, and extending the useful life wilt be capitalized providing.

....-.-..—- . _J .. .
.-- -— - . — . - _f — .Procedure Format UNCONTROLLED IF PRINTED ae: of 8
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. The cost of the project, when added to the Buidng Account results in a tctai capitaUzed
vatue.

. The project objective and scope mnc!udes modernizaUon of the structure as a whole
I Special maintenance projects, undertaken primarily to preserve the building or enhance

the general appearance should be charged to expense (i.e. roof repairs, painting,
caulking, etc.)

Land Improvements

Costs to build infrastructure and to improve land owned or used by the LIBERTY UTILITIES (excluding
buildings) will be capitalized as Land Improvements/Infrastructure Additions to or extensions of existing
land improvements or infrastructure wilt be capitatized in the year such addition or extension is completed.
Repair, maintenance, partial replacement, and resurfacing projects should be charged to expense. It
shall also be the policy to capitalize all costs in this category, which are incurred in conjunction with a
major building project even if the amount is less than stated in the succeeding sections of this policy for
various classifications of improvements, The following classifications of improvements will be capitalized:

A. Landscaping Improvements — The following is a listing of land improvement examples:

Parking lots, yard lighting, fencing, paths. septic systems, fountains, fencing and gates, bleachers,
parking barriers, swimming pools, tennis courts, retaining walls, athletic fields and golf courses.
These examples are to be used as a guIde in identifying land improvements and are not intended
to be all-inclusive.

B. Infrastructure — The following is a listing of U’ifrastructure examples:

Streets/roads/highways, alleys. sidewalks, curbs, culverts, traffic lights/signals, street signage,
street lighting, bridges, guard rails, trestles, sanitary sewer collection piping, storm sewer
collection piping, water distribution piøing, drainage ditches/systems, irrigation systems. tunnels,
dams, sea wallsfbulkheads!piers/boardwalks/docks, Ire hydrants, gas distribjtion systems,
electric distribution systems, and fiber optic cabling sys:ems. These examples are to be used as
a guide in identifying infrastructure and are not intended to be all-inclusive, Infrastructure includes
surveying, filling, and draining costs if such costs are incurred solely for the installation of the
infrastructure and are not part of an overall land acquistion and construction project.

EguIpmentand Pqpçy

Equipmert items acquired by the Utility will be capitalized at net invoice price plus freight and installation
charges. For purposes of this policy, equipment and chattel property is defined by the following
classifications:

. All Equipment and Chattel Property not specifically Defined in Other Classifications
a Autos, Vans and Other Passanger Vehicles
a Trucks. Truck bodies, Busses, and Heavy Duty Cargo Vehicles
a Computer Mainframe Installation Equipment
a Personal Computers

. .J..-...l. -..-.-.— J. .t.r --ç— .
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. Computer Software

. Equipment Systems Compnsed of Components

PQflstruçtj9n Wc[c in pro%ress

Construction Work in Progress Account is designed to accumuiate all costs incurred in connection with

projects undertaken for the construchon of renovaton of capital assets. Costs will remain in the
Construction Work in Progress Account unti’ the project s complete and the bui’ding or other constructed
asset is placed in service. Upon completion ofthe project, all costs wiH be removed from the Construction
Work in Progress Account and charged to appropriate Buiding, Land Improvements, and Equipment
Accounts in accordance with the Capitahzation Policy

Procedure Fomat . NèdbIIF PRINTED p r
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General Retirement Unit

It is a criterion for retirement unit components of a general functional nature which exst in many systems.
tf the retirement unit component is of a general functional nature, it must meet the criteria established to
be considered for capftallzation.

Minor Item....çf .PrQp?rt

A part, piece, section or portion of the retirement unit component with which it is associated. It is a’ways
capitahzed when originally installed as part of a retirement unit, and a’ways expensed when rep’aced
independent of its associated retirer9ent unit.

Overhead Cc.ts

Cost that cannot be drectIy charged to the project but corresponds to many projects. It consists of
labor, material and administrative and gener& loadings, insurance, taxes, project supervision,
transportation allocations and allowances for funds used during construction (AFUDC).

c:urement Ut Co ponent

Smaltest unit of the property, which when repsced or removed from service, must be tetired from the
plant accounts. Provided it meets generat retirement unit 39d unit of measure critera, it is always
capitalized when originally installed 3nd its replacement is always capitalized.

Unit of measure

Minimum units of measure have been established for il retirement unit components. This measure must

be met for rettrement unit component to be capitalized.

-—..-.. p.-. — .L... .. —.
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4.0 REFERENCES

Liberty Utihties Capitalization Policy s mplernented and administered in accordance wtth Gener&iy

Accepted Accounting Principles (GAAP), the Federa! Energy Regulatory Commission (FERC) and the

National Association of Reguatory Utity Commisson (NARUC). It will be reviewed annuaUy to ensure

that t remains consistent with current practices and the needs and interests of the Organization

5.0 OWNER

Uberty UtilitIes Corporate Finance Team wll be the owner of the procedure.

6.0 ADDITIONS & RETIREMENTS

Per the FERC and NARUC Code of Regulations:

“ . .aIl property will be considered as consisting of (1) major units/retirement units and (2) minor items ci
property

6.1 Add Wons
.

Liberty Utilities follows Federal Energy Regulatory and National Association of Regulatory
Utilities Commissioners guidelines to determine when expenditures should be classified
as capital and considered additions or retIrements of a plant. Guidelines state that all
property shall be considered as consisting of retirement units and minor units of property
The company has identified as accurately as possible all retirement unit components used
in out course of business.

Retirement units are listed under the Retirement Unit Component Table, In general, any
item not lsted n the Retirement Unit Component Table shal be considered a minor item
of property:

6% Retirements

Retirinqafpperty Unit (RetirementUnit): When a retirement unit is retired from a plant
with or without replacement. the bock cost shall be credited to the plant account in which
it is included, as determined in the manner set for tne in the Code of Federal Regulations,
Electric Plant Instruction 1OD and NARUC instruction utility plant instruction 27-2. If the
retirement unit is of a deprecIable class, the book cost of the unit retired shall be charged
to the accumulated provision for depreciation applicable to the property.

The book cost of the utility plant retired shall be the amount at which such property is
included in the utility plant accounts, including all components of construction costs. The
book cost shall be determined from the utilitys records and if this cannot be done, it shall

- .. --.—- w...—. 1—.
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be estimated, When it is impracticat to determine the book cost of each unit, due to the
relatively large number or smt1 cost thereof, in appropriate average book cost of the
units with due allowance fot any d’ferences in size and character, shati be used as the
book cost of the units retired.

7O CAPITAL vs. EXPENSE

Liberty Uti’ities captaIizes the cost of additions and substantial betterments of units of property and piant,
nctudng the cost of labor, matera1 apphcable taxes, overheads and allowance for funds used during
constructicrn (AFUDC) pursuant to the instructions in the Commission authorized FERC 1 8 CFR Part 201
—Uniform System of Accounts,

If a project results in the addition or substantial betterment of a unit of property that meets the
captatizaton criteria, the project wU be accounted for as a capital project FERC 18 CFR Part 201
Uniform System ofAccounts — Plant Instructions (10) (C) (3) provides:

When a minor item of deprecIable property is replaced mndeperdentfy of the retirement wilt of which it is
a part, the cost of replacement sha’I be charged to the maintenance account appropriate for the item,
except that if the replacement effects a substantial betterment (the primary aim of which is to make the
property affected more useful, more efficient, or of greater durabIlity, or of greater capacity). the excess
cost of the replacement over the estimated cost at current prices of replacing without betterment shall be
charged to the appropriate gas plant account

7:1 Leak Repairs

The Company shall oniy capitatize leak repair work when the work meets the following criteria:

(1) If the leak is found on a transmission or distribution main. the section of main must have more than
rive feet replaced to be capitaIized

(2) If the leak is found on a service line, more than oneh&f of the linear feet of the service line must be
replaced to be capitalized;

(3) The total installed cost to replace each main or service line must cost more than $1 000 to qualify for
capitalization; and

(4) If the only work being completed is ptacing a leak clamp on a main or service line, the total cost
associated with the repair shal be expensed.

- T .-.----—----.-—------ -..-..--— ---———-.-.-— :-..
•IlfU ...
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